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TO ALL P ARTIES :

Enclosed please  find the  recommendation of Adminis tra tive  Law Judge  Marc E. S tem.
The  recommenda tion has  been filed in the  form of an Orde r on:

ICE WATER USERS ASSOCIATION, INC.
(FINANCING)

P urs ua nt to A.A.C. R14-3-110(B), you ma y file  e xce ptions  to the  re comme nda tion of
die  Adminis tra tive  Law J udge  by filing an origina l and ten (10) copie s  of the  exceptions  with
the  Commis s ion's  Docke t Control a t the  addres s  lis ted be low by 4:00 p.m. on or be fore :

NOVEMBER 13, 2007

The enclosed is N O T an order of the Commission, but a recommendation of the
Administrative' Law Judge to-the Commissioners. Consideration of this matter has tentatively

been scheduled for the Commission's Working Session and Open Meeting to be held on:

NOVEMBER 27, 2007 a nd NOVEMBER 28, 2007

For more  information, you may contact Docket Control a t (602)542-3477 or the  Hearing
Divis ion a t (602)542-4250. For informa tion a bout the  Ope n Me e ting, conta ct the  Exe cutive
Dire ctor's  Office  a t(602) 542-3931.
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BEFORE THE ARIZONA CORPORATION COMMISSION

2
COMMIS S IONERS
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MIKE GLEASON, Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

6
DOCKET NO. W-02824A-07-0139

7

8

IN THE MATTER OF THE APPLICATION
OF ICE WATER USERS ASSOCIATION,
INC. FOR AUTHORIZATION TO ASSUME
NEW DEBT. DECISION no.

9
ORDER

10

11
Open Meeting
November 27 and 28, 2007
Phoenix, Arizona12

13 BYTHE COMMISSION:

14 Having considered the entire record herein and being fully advised in the premises,  the

15- zona-CoHJorafi5iiCO p -°§sY3d ("Co- -"i'éSi51*i")̀ fii1H§Q ̀é'6ic8li"i"dés, 3113 '6Tdé"fs"l;1ia"ti

16 F INDING S  O F  F AC T

17 1. Pursuant to authority granted by the Commission in Decision No. 59263 (August 30,

18 1995), ICE Water Users Association, Inc. ("Applicant" or "Company") is an Arizona non-profit

19 corporat ion that  provides water  service to approximately 396 residentia l customers located in

20 Yavapai County, Arizona.l

2.21

22

23 3.

24

25

26

The Company charges rates approved in Decision No. 59263 and has recently filed an

application for a permanent rate increase in Docket No. W-02824A-07-0388.

On March 6, 2007, the Company filed an application with the Commission requesting

its approval to borrow up to $100,000 in new debt in the form of a one-year line of credit.

4. On April 27, 2007, Applicant published notice of its application in this matter in a

newspaper of general circulation in Prescott, Arizona.

27

28
1 The company is owned by its member customers who own property in its certificated service area. They elect the
Company's board of directors who manage the Company's operations.

S:\Marc\Opinion Orders\070139.doc
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1 5.

3

4

According to the  Compa ny's  a pplica tion, the  Applica nt inte nds  to us e  $40,000 to

2 purcha s e  a  ba ckup e me rge ncy ge ne ra tor for e me rge ncy pumping powe r in the  e ve nt of a  powe r

outa ge  a nd to cons truct a  s e curity fe nce  a round one  of its  we lls  for $10,000. The  re ma inde r of the

funds  will be  ava ilable  for unanticipa ted repa irs  to the  sys tem only if the  Company lacks  enough cash

5 on hand to pay for the  repairs  when they are  comple ted.

On Octobe r 12 , 2007 , the  Commis s ion 's  Utilitie s  Divis ion  ("S ta ff") file d a  S ta ff

7 Re port re comme nding pa rtia l a pprova l of this  a pplica tion for up to a  $50,000 line  of cre dit for one

6

8 year.

9 The  Company will encumber its  rea l prope rty, utility plant and othe r a sse ts  a s  security

10 for the  line  of credit for up to the  amount of debt authorized by the  Commiss ion.

8. The  Compa ny wishe s  to obta in Commiss ion a pprova l for a uthority to se cure  the  line

12 of credit from the  S tockmen's  Bank in an amount not to exceed $l00,000, with inte re s t on the  line  of

1 1

13 cre dit de te rmine d to be  s e t a t 0.5 pe rce nt a bove  the  Wa ll S tre e t J ourna l prime  ra te . The  da te  of

14 maturity will be  one  year from the  execution da te  of the  documents .

1-5 9 ; - - - § Eagjihéériiig' h€i8v73 the~"pf6p"b§ed351a1if'impi-6ve'nie1ir§ a1id'Te15téi1 . c'6§té- and

1 6

1 7

1 8

1 9

21 11.

22

23

24

25

26

27

s ta te d tha t widiout ma king a ny "use d a nd use ful" de te rmina tion from which a ny conclus ions  should

be  infe rred for ra temaking or ra te  base  purposes , S ta ff found the  es tima ted project cos ts  provided by

the Company to be  reasonable  and appropria te  for the  emergency generator and security fence.

10. S ta ff pe rforme d a n a na lys is  of the  Compa ny's  una udite d fina ncia l s ta te me nts  for the

20 twe lve -month pe riod ended December 31 , 2006.

According to the  S ta ff Report, a s  of December 31, 2006, Applicant's  capita l s tructure

cons is te d of ze ro pe rce nt short-te rm de bt, ze ro pe rce nt long-te rm de bt, a nd 100 pe rce nt ne ga tive

e quity. A dra w down of the  e ntire  propose d $100,000 cre dit line  would re sult in a  pro forma  ca pita l

s tructure  composed of 31.2 pe rcent short-te rm debt, ze ro pe rcent long-te rm debt and 131.2 pe rcent

nega tive  equity.

12. Utilizing S ta ffs  re comme nde d a uthoriza tion of only ha lf of the  Compa ny's  propose d

line  of credit or $50,000 would re sult in a  pro forma  capita l s tructure  of 13.5 pe rcent short-te rm debt,

ze ro percent long-te rm debt and nega tive  equity of l13.5 percent.28

6.

7.

2 DECIS ION no.
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1

2

3

13. S ta ff finds  tha t the  ne ga tive  e quity pos ition which re s ults  in e ithe r s ce na rio for the

propos e d line  of cre dit ha s  ne ga tive  implica tions  for is s uing de bt a nd s hould be  re me die d in the

foreseeable  future .

4

5

6

7

8

9

10

14. Applicant's  capital s tructure inclusive of Advances-in-Aid-of-Construction ("AIAC")

and Contributions-in-Aid-of-Construction ("CIAC") is  portrayed in Schedule SPI-1 attached to the

Staff Report. ICE's  2006 capita l s tructure  in this  example  is  zero percent short-te rm debt, zero

percent long-tenn debt, 8.8 percent negative equity, 80.7 percent AIAC and 28.0 percent CIAC.

15. According to Schedule  SPI-1, S ta ffs  proposed $50,000 line  of credit increases

negative  equity by 13.5 percent and the  Company's  proposed $100,000 line  of credit increases

negative equity by 31.2 percent and while neither is desirable, Staff's proposal is more reasonable

11 under the  circumstances .

12 S ta ff typica lly re comme nds  tha t non-profit corpora tions  ma inta in a t le a s t 30 pe rce nt

13 e quity in the ir ca pita l s tructure  a nd conta in funding from de bt a nd AIAC s ource s  a t mode ra te  le ve ls

16.

14 in order to reduce  financia l risk s ince  they lack acces s  to the  equity capita l marke ts .

15 17. The Uelif. sel"-'vi6e"c6véIr3"g6 ("Dsc") 'ratio "ré;'51=6sénfs'tHe -5mnBeT0ttimé§ iritérfueilly'

16

17

18

19

20 18.

21

22

23

24 19.

25

26

ge ne ra te d ca s h will cove r re quire d principa l a nd inte re s t pa yme nts  on long-te nn de bt. A DS C ra tio

gre a te r tha n 1.0 me a ns  tha t ope ra ting ca s h flow is  s ufficie nt to cove r de bt obliga tions . A DS C le s s

than 1.0 means  tha t debt s ervice  obliga tions  cannot be  met from opera tions  and tha t another source  of

funds  is  needed to avoid default.

The  Time s  Inte re s t Ea rne d Ra tio ("TIER") re pre s e nts  the  numbe r of time s  e a rnings

will cove r inte re s t e xpe ns e  on s hort-te rm a nd long-te rm de bt. A TIER gre a te r tha n 1.0 me a ns  tha t

ope ra ting income  is  gre a te r tha n inte re s t e xpe ns e . A TIER of le s s  tha n 1.0 is  not s us ta ina ble  in the

long te rm but does  not necessarily mean tha t debt obliga tions  cannot be  met in the  short te rm.

S ta ff provide d a n a na lys is  of the  Compa ny's  a ctua l fina ncia l informa tion for the  12

months  e nding De ce mbe r 31, 2006, but be ca us e  Applica nt ha s  no long-te rm de bt, its  pre s e nt TIER

and its  DSC a re  not meaningful.

27

28

3 DECIS ION no.
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1 20. S ta ff's  a na lys is  of the  Compa ny's  pro forma  impa ct of dra wing down the  propos e d

2 line  of cre dit in the  a mount of $100,000 s hows  Applica nt's  TIER a s  ne ga tive  5.11 a nd its  DS C a s

3 0.69.

4 21. S ta ff" s  a na lys is  of the  pro forma  impa ct of dra wing down S ta ff's  propose d $50,000

5 line  of credit results  in a  nega tive  TIER of 10.22 and DSC of 1 .38.

6 22. S ta ff s ta te s  tha t the  pro forma  DSC ra tio is  be tte r for measuring the  Company's  ability

7 to s upport the  one -ye a r line  of cre dit s ince  DS C me a s ure s  the  a bility to me e t its  obliga tions . The

8 DS C which re sults  from S ta ffs  propose d $50,000 line  of cre dit indica te s  the  Compa ny ca n me e t its

9 obliga tions . The  Compa ny's  propos e d $100,000 line  of cre dit re s ults  in a  DS C tha t indica te s  the

10 Compa ny will ha ve  insufficie nt ca sh flow from its  ope ra tions  to se rvice  its  de bt.

23. S ta ff indica te s  tha t the  Company is  in compliance  with the  Commiss ion's  regula tions ,

12  bu t it is  no t in  complia nce  with  the  Arizona  De pa rtme nt o f Environme nta l Qua lity's  ("ADEQ")

13 re porting re quire me nts  a nd dis infe ction le ve ls . Howe ve r, S ta ff furthe r indica te s  tha t the  Company is

14 worldng with ADEQ to bring its e lf into full complia nce  with ADEQ's  re gula tions .

15 2 4 ; Ba s e d on S ta ffs  re vie w a nd a na lys is ,S ta ffconclude dtha t the  propos e d fina ncing a s

16 re comme nde d by S ta ff is  for la wful purpos e s , with in  the  Compa ny's  P owe rs  a s  a  corpora tion,

17 compa tible  with the  public inte re s t, cons is te nt with s ound fina ncia l pra ctice s  a nd will not impa ir its

11

18 a bility to provide  public se rvice .

19 25.

20

21

22

S ta ff is  re commending the  following:

a pprova l of the  Compa ny's  a pplica tion for a uthoriza tion to e nte r into a  one -ye a r

line  of cre dit not to e xce e d $50,000, a t a n inte re s t ra te  not to e xce e d 0.5 pe rce nt

above the  Wa ll S tre e t Journa l prime  ra te , for the  purpose s  of a cquiring a  ba ckup

•

23

24

25

26

27

28

genera tor and to construct a  security fence ,

a uthoriza tion for the  Compa ny to e nga ge  in a ny tra nsa ction a nd to e xe cute  a ny

documents necessary to effectuate  the  authoriza tion granted,

tha t the  Company file , in its  current ra te  case , a  plan to increase  the  pe rcentage  of

equity in its  capita l s tructure , and

4 DECIS ION NO.
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1 •

2

3

tha t the  Compa ny file , within 60 da ys  of the  e ffe ctive  da te  of this  De cis ion, with

the  Commiss ion's  Docke t Control, a s  a  complia nce  ite m in this  docke t, copie s  of

the  executed loan documents.

4 26. Staff's  recommendations are  reasonable  and should be adopted.

5
CONCLUS IONS  OF LAW

6
1.

7

8
2.

9

The  Compa ny is  a  public s e rvice  corpora tion within the  me a ning of Article  XV of the

The  Commis s ion ha s  juris diction ove r the  Compa ny a nd the  s ubje ct ma tte r of the

applica tion. Notice  of the  applica tion was  given in accordance  with the  law.

10
3.

11
4.

Staff' s  recommendations are  reasonable and should be adopted.

The  encumbrance  approved he re in is  for the  purposes  s ta ted in the  applica tion and is

12 reasonably necessary for those purposes.

13 5. The  financing approved he re in is  for lawful purposes  Within the  Company's  corpora te

14 P owe rs , is  compa tible  wide  the  public inte re s t, with sound fina ncia l pra ctice s , a nd with the  prope r

15 pe rforma nce  by the  Compa ny of s e rvice  a s  a  public s e rvice  corpora tion a nd will not impa ir the

16 Compa ny's  a bility to pe rform tha t s e rvice .

6. The  fina ncing a pprove d he re in is  for the  purpos e s  s ta te d in the  a pplica tion a nd is
17

1 8

19

re a sona bly ne ce ssa ry for those  purpose s , a nd such purpose s  a re  not, wholly or in pa rt, re a sona bly

chargeable  to opera ting expenses or to income.

20
ORDER

21

22

23

IT IS  THEREFORE ORDERED tha t the  a pplica tion of ICE Wa te r Use rs  Associa tion, Inc. for

authority to encumber its  asse ts  and to enter into a  one-year line  of credit not to exceed $50,000, a t an

inte res t ra te  not to exceed 0.5 percent above  the  Wall S tree t Journa l's  prime ra te  sha ll be , and hereby
24

25

26

is , approved.

IT IS  FURTHER ORDERED tha t such a uthority is  e xpre ss ly continge nt on ICE Wa te r Use rs

Associa tion, Inc.'s  use  of the  proceeds  for the  purposes  se t forth in its  applica tion.
27

28

5 DECIS ION NO.



CHAIRMAN COMMIS S IONER

COMMIS S IONERCOMMIS S IONER COMMIS S IONER

IN W ITNE S S  W HE R E O F ,  1 ,  DE AN s .  MILLE R ,  In te rim
Exe cutive  Dire ctor of the  Arizona  Corpora tion Commis s ion,
ha ve  he re unto se t my ha nd a nd ca use d the  officia l s e a l of the
Commiss ion to be  a ffixed a t the  Capitol, in the  City of Phoenix,
this da y of , 2007.

DE AN s .  MILLE R
INTERIM EXECUTIVE DIRECTOR

DIS S ENT

DIS S ENT
MES:db

6 DE CIS IO N n o .

1

nu

¢ *

DOCKET NO. W-02824A-07-0139

1 IT IS  FURTHER ORDERED tha t ICE Wa te r Use rs  Associa tion, Inc. is  he re by a uthorize d to

2 e nga ge  in a ny tra ns a ctions  a nd e xe cute  a ny docume nts  ne ce s s a ry to e ffe ctua te  the  a uthoriza tion

3 granted hereinabove.

4 IT IS  FURTHER ORDERED tha t ICE Wa te r Us e rs  As s ocia tion, Inc. s ha ll file  with Docke t

5 Control, within 60 da ys  of the  e ffe ctive  da te  of this  De cis ion, a s  a  complia nce  ite m in this  docke t,

6 copies  of a ll executed documents  associa ted with the  financing authorized here in.

7 IT IS  FURTHER ORDERED tha t the  fina ncing a pprove d he re in sha ll not gua ra nte e  or imply

8 any specific trea tment of any capita l additions for ra te  base  or ra te  making purposes .

9 IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.

10

13

14

15,

16

17

18

19

20

21

22

23

24

25

2 6

27

28

BY ORDER OF THE ARIZONA CORP ORATION COMMIS S ION.
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1 S ERVICE LIS T FOR:

DOC KE T NO.:

ICE WATER US ERS  AS S OCIATION, INC.

W-02824A-07-0139

4

5

Robe rt M. Busch
ICE WATER US ERS  AS S OCIATION, INC.
P .O. Box 5669
Chino Va lle y, AZ 86323

6

7

8

9

Robe rt Me tli, Esq.
Ma rcie  Montgome ry, Esq.
S NELL & WILME R LLP  LAW OFFICES
One Arizona  Center
400 East Van Buren Stree t
P hoe nix, AZ 85004-2202

10

11

12

Chris tophe r Ke e le y, Chie f Couns e l
Le ga l Divis ion
AR IZO NA C O R P O R ATIO N C O MMIS S IO N
1200 We s t Wa s hington S tre e t
P hoe nix, Arizona  85007

13

14

Erne s t G. J ohns on, Dire ctor
Utilitie s  Divis ion
AR IZO NA C O R P O R ATIO N C O MMIS S IO N
1200 We s t Wa s hington S tre e t
P hoe nix, Arizona ,8500715

16

17

18

19

20

21

22

23

24

25

26

27

28

as
U

4

7 DECIS ION no.


